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TOUCHE, NIVEN & CO. TAX BULLETIN NO. T-172 
CAPITAL STOCK AND EXCESS-PROFITS TAXES 
The f e d e r a l c a p i t a l stock tax returns for the year ended 
June 30, 1936, which are due for f i l i n g on or before J u l y 31, 1936, 
are returns of the tax imposed by the Revenue A c t of 1935 Section 
105), as amended by the Revenue Act of 1936 ( S e c t i o n 401). The 
l a t t e r Act does not impose any c a p i t a l stock tax i t s e l f , but merely 
amends Section 105 of the former Act to reduce the tax rate from 
$1.40 to $1.00 per $1,000.00 of declared value and to make re f e r -
ences, where required, to the income tax provisions of the Revenue 
Act of 1936. I t should be noted that, as the 1935 A c t c a p i t a l 
stock tax provisions are f i r s t a pplicable for the year ended June 
30, 1936, they were never e f f e c t i v e p r i o r to amendment by the 1936 
Act. Accordingly, no tax has been, or w i l l be, payable at the rate 
of $1.40 per $1,000,00 of declared value. 
Form 707 (1936 return of c a p i t a l stock tax for year ended 
June 30, 1936) has not yet been changed to give e f f e c t to the $1.00 
r a t e . However, c o l l e c t o r s have been d i r e c t i n g taxpayers to cross 
out the $1.40 rate on l i n e 11 of Form 707 and to substitute the 
rate of $1.00. 
Apart from the i n e f f e c t i v e increase i n tax rate, the 
c a p i t a l stock tax provisions of the 1935 Act are almost exactly the 
same as those contained i n the Revenue Act of 1934. The only 
difference i s the omission of any provision corresponding to 
Section 701(3) and (4) of the 1934 Act, which exempted corporations 
which did not do business during any part of the period from the 
date of enactment of the 1934 Act to June 30, 1934. The e f f e c t 
of t h i s omission i s to make a l l corporations which c a r r i e d on 
business during any part of the year ended June 30, 1936, subject 
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to the tax, even though they ceased to do business p r i o r to the 
enactment of the 1935 Act (August 30, 1955). I t appears also to 
have the e f f e c t of making J u l y 1, 1935, the date of accrual of the 
tax payable for the year ended June 30, 1936, instead of the date 
of enactment of the Act. 
A few of the more important features of the c a p i t a l stock 
tax provisions are commented on below. For f u l l e r explanation, 
reference should be made to Regulations 64 (1936 Edition) r e l a t i n g 
to the c a p i t a l stock tax under Section 105 of the Revenue Act of 
1935. No regulations have as yet been issued under the Revenue 
Act of 1936, but inasmuch as only one change has been made by the 
l a t t e r Act ( i n the reduction of rate of tax from $1.40 to $1.00), 
the above mentioned Regulations 64 should govern the procedure under 
the new Act. 
O r i g i n a l declared value: 
The 1935 Act provides that an e n t i r e l y new declaration of 
the value of the c a p i t a l stock i s to be made in the return for the 
year ended June 30, 1936. As i n previous Acts, the o r i g i n a l 
declared value cannot subsequently be amended. The value of the 
c a p i t a l stock i s to be declared as of the close of the corporation ' s 
l a s t income-tax taxable year ended prior to J u l y 1, 1936. For 
example, a corporation which reports i t s income for income tax pur-
poses on a calendar year basis, w i l l declare the value of i t s 
c a p i t a l stock as at December 31, 1935. 
A new corporation which has been organized during the tax-
able year ended June 30, 1936, and which has established an account-
ing period (for f e d e r a l income-tax purposes ended on or prior to 
June 30, 1936, must declare the value of i t s c a p i t a l stock as of the 
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close of such period. I f no such period has been established, 
the value must be declared as of the date of the organization of 
the corporation. 
Adjusted declared value: 
For years subsequent to the year ended June 30, 1936, the 
b a s i s for the c a p i t a l stock tax i s the "adjusted declared value", 
which is computed as follows: 
To the declared value shown by the p r i o r year's 
c a p i t a l stock tax return, add the following items for the 
c income tax taxable year ending within the c a p i t a l stock 
tax year for which the return i s being prepared: 
(1) Cash or f a i r market value of property received for 
stock issued, 
(2) Cash or f a i r market value of property received con-
s t i t u t i n g paid-in surplus or contributions to 
c a p i t a l . 
(3) Net income, as shown by the income tax return. 
(4) The excess of income wholly exempt from taxation 
over the amount disallowed as a deduction by 
Section 24(a)(5) of the Revenue Act of 1936, 
(5) Non-taxable dividend income (dividends from domes-
t i c corporations). This w i l l apply only i n the 
193? c a p i t a l stock tax returns of corporations 
with f i s c a l years ending a f t e r June 30, 1936 but 
before December 31, 1936 i n view of the f a c t 
that the term "net income" i n a l l income tax 
returns for the calendar year 1936 and subsequent 
f i s c a l and calendar years w i l l include the e n t i r e 
dividend income - the 85% c r e d i t allowed by the 
1936 Act being a c r e d i t against net income for the 
computation of the normal tax and not a deduction 
i n computing net income. 
From the t o t a l so obtained, deduct: 
(1) The value of any property d i s t r i b u t e d to share-
holders i n l i q u i d a t i o n or p a r t i a l l i q u i d a t i o n . 
(2) D i s t r i b u t i o n s (other than l i q u i d a t i n g ) made from 
earnings and p r o f i t s , 
(3) Net l o s s (where income tax return shows net loss 
instead of net income). 
- 4 -
Corporations which, i n the p r i o r year's return,declared 
a value for th e i r c a p i t a l stock as of the date of incorporation 
are subject to the same adjustments for the period from date of 
incorporation to the end of t h e i r f i r s t income tax taxable period. 
I t i s , therefore, very important that the o f f i c e r s should bear 
i n mind a d d i t i o n (1) above i n f i x i n g the o r i g i n a l declared value 
as, i n most cases, only a email portion of the c a p i t a l stock of 
a corporation i s issued at the date of incorporation and the sub-
sequent issue of the balance of the stock w i l l have to, be added 
to the o r i g i n a l declared value i n determining the adjusted 
declared value, even i f such issue occurs on the day fol l o w i n g 
the date of incorporation. However, where the a c t i v i t i e s of a 
new corporation have been l i m i t e d merely to the issuance and sale 
of i t s c a p i t a l stock as a preliminary step i n the completion of 
i t s organization, the corporation does not come wit h i n the 
category of "doing business" and as such should claim exemption. 
I t should be noted that many items which a f f e c t a corpo-
ration's net worth are given no e f f e c t i n adjusting the declared 
value of the c a p i t a l stock. Such items include f e d e r a l income 
taxes paid, losses on sale of c a p i t a l assets ( i n excess of 
$2,000.00), and a l l other deductions not allowable for income tax 
purposes. The r e s u l t i s that a corporation which has many 
unallowable deductions w i l l have a base for c a p i t a l stock tax 
purposes which increases at a f a s t e r rate than does the actual 
net worth of the corporation, 
Excess-profits tax: 
As i n the past, a r e l a t e d excess-profits tax i s 
imposed by Section 106 of the Revenue Act of 1935, as amended by 
- 5 -
Section 402 of the Revenue Act of 1936. The only amendments 
made by the l a t t e r Act are (1) to remove the allowance of fede r a l 
income tax as a deduction i n computing net income subject to 
excess-profits tax, but (2) to allow the deduction of the 
"dividend received" c r e d i t of 85% and (3) to state that the 
excess-profits tax i t s e l f i s not to be deducted i n computing the 
income subject to excess-profits tax. These amendments are 
applicable only to taxable years commencing a f t e r December 31, 
1935. Accordingly, corporations with taxable years ending a f t e r 
June 30, 1936, but before December 31, 1936, w i l l be permitted to 
deduct the income tax payable f o r such year from t h e i r net income 
i n computing the income subject to excess-profits tax. 
Amendments (2) and (3) were necessary because the 1936 Revenue 
Act changed the computation of net income by (2) making 85% of 
domestic dividends received a c r e d i t against net income instead 
of a deduction i n computing net income and (3) allowing the 
excess - p r o f i t s tax as a deduction i n computing net income. As 
corporations f i l i n g income—tax returns for f i s c a l years ending 
a f t e r June 30, 1936; but before December 31, 1936, w i l l f i l e them 
under the Revenue Act of 1934, i t was not necessary that these 
amendments should be made applicable thereto. 
It should be noted that the income subject to excess-
p r o f i t s tax, i n years governed by the Revenue Act of 1936 (years 
commencing a f t e r December 31, 1935) w i l l contain 15% of any 
domestic dividends received, as the cr e d i t therefor for excess-
p r o f i t s tax i s the same as for income tax - 85%. 
The rates of excess-profits tax prescribed by the 1935 
Act, applicable to a l l taxable years ending a f t e r June 30, 1936, 
are as follows: 
6% of that portion of the excess-profits tax net 
income as i s i n excess of 10% hut not i n excess of 
15% of the declared value of the c a p i t a l stock. 
12% of that portion of the excess-profits tax net 
income as i s i n excess of 15% of the declared value 
of the c a p i t a l stock. 
These rates are d i f f e r e n t from the ones prescribed by the Revenue 
Act of 1934, a s t r a i g h t 5% being applicable to a l l taxable years 
up to an i n c l u d i n g the year ended June 30, 1936. As the income 
and excess-profits tax return forms for f i s c a l years ending i n 
1936 provide for the 1934 rate of 5%, separate excess-profits tax 
returns giving e f f e c t to the 6% and 12% rates w i l l be required of 
corporations with f i s c a l years ending a f t e r June 30, 1936, but 
before December 31, 1936. 
I I l u s t r a t i o n : 
In view of the n e c e s s a r i l y complicated nature of the 
foregoing explanation of the c a p i t a l stock and excess-profits 
taxes, the working out of the r u l e s may best be understood by 
taking a s p e c i f i c example. Let us take the case of the X corpora-
t i o n which has a f i s c a l year ending J u l y 31st. 
O r i g i n a l declared value of c a p i t a l stock as 
of J u l y 31, 1935, as shown by c a p i t a l stock 
tax return f o r year ended June 30, 1936 $100,000,00 
Income, expenses and other items for each of 
the years ended J u l y 31, 1936 and 1937: 
(1) Domestic dividends $ 10,000.00 
(2) Int e r e s t on U. S. Treasury bonds 1,000.00 
(3) Interest on U. S. Treasury notes and 
b i l l s 2,000.00 
(4) Other taxable income 20,000.00 
(5) C a p i t a l net l o s s 5,000.,00 
(6) Charitable contributions 1,000.00 
Net income per books $ 27,000.00 
(?) A d d i t i o n a l c a p i t a l stock subscribed 
and paid f o r i n cash $ 10,000.00 
(8) Dividends paid $ 10,000.00 
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Computed under the Revenue Act of 1934, the applicable 
statute, the net income per the income tax return for the 
corporation's f i s c a l year ended J u l y 31, 1936 w i l l be $19,000.00, 
as follows: 
Interest on Treasury bonds - Item (2) $ 1,000.00 
Other taxable income - Item (4) 20,000.00 
$ 21,000.00 
Less c a p i t a l net l o s s - Item (5) -
l i m i t e d to $2,000.00 2,000.00 
Net income $ 19,000.00 
(It should be noted that the balance subject to 
income tax i s the net income of $19,000.00 
l e s s the i n t e r e s t on Treasury bonds of 
$1,000.00, or $18,000.00.) 
Computed under the Revenue Act of 1936, the applicable 
statute, the net income per the income tax return f o r the f i s c a l 
year ended J u l y 31, 1937 w i l l be $27,616.00 as follows: 
Domestic dividends - Item (1) $ 10,000.00 
In t e r e s t on Treasury bonds - Item (2) 1,000.00 
Other taxable income - Item (4) 20,000.00 
Less: 
C a p i t a l net l o s s - Item (5) - l i m i t e d 
to $2,000.00 $2,000.00 
Charitable contributions -
Item (6) 1,000.00 
Ex c e s s - p r o f i t s tax (see below) 384.00 
$ 31,000,00 
3,384.00 
$ 27,616.00 
(It should be noted that the balance subject to 
income tax i s the net income of $27,616.00 
l e s s the i n t e r e s t on Treasury bonds of 
$1,000.00 and the 85% c r e d i t for dividends 
received of $8,500.00, or $18,116.00.) 
The adjusted declared values as of J u l y 31, 1936 and 1937 
are determined as follows i n accordance with Section 105 of the 
Revenue Act of 1935: 
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O r i g i n a l declared value as of J u l y 31, 1935, 
for return for c a p i t a l stock tax 
year ended June 30, 1936 $100,000.00 Add: 
Cash paid for a d d i t i o n a l stock -
Item (7) $10,000.00 
Net income per 1936 income tax 
return 19,000,00 
Interest on U. S. Treasury notes 
and h i l l s - Item (3) 2,000.00 
Domestic dividends - Item (1) 10,000.00 
41,000.00 
$141,000.00 
Deduct dividends paid 10,000.00 
Adjusted declared value as of J u l y 31, 1936 
for return f o r c a p i t a l stock tax year 
ending June 30, 1937 $131,000.00 
Add: 
Cash paid i n for a d d i t i o n a l stock 
Item (7) $10,000.00 
Net income per 1937 income tax 
return 27,616.00 
Interest on U. S. Treasury notes 
and h i l l s - Item (3) 2,000.00 
39,616.00 
$170,616.00 
Deduct dividends paid 10,000.00 
Adjusted declared value as of J u l y 31, 1937 
for c a p i t a l stock tax year ending 
June 30, 1938 $160,616.00 
The excess-profits tax for the year ending J u l y 31, 1936 
i s computed as follows: 
Net income per 1936 income tax return $ 19,000.00 
Deduct income tax payable (13-3/4% of 
$18,000.00) 2,475.00 
Ex c e s s - p r o f i t s tax net income $ 16,525.00 
Less c r e d i t of 10% of o r i g i n a l declared 
value 10,000.00 
Balance subject to exce s s - p r o f i t s tax $ 6,525.00 
Tax at 6% on $5,000.00 (amount i n excess of 
10% and not i n excess of 15% of declared 
value of $100,000.00) $ 300.00 
Tax at 12% on remainder - $1,525.00 183.00 
T o t a l excess-profits tax $ 483.00 
The excess-profits tax for the year ending J u l y 31, 1937 
i s computed as follows: 
Net income per 1937 income tax return $ 27,616.00 
Add excess-profits tax deducted therein 384.00 
$ 28,000.00 
Deduct dividends received c r e d i t -
of $10,000,00 8,500.00 
Exc e s s - p r o f i t s tax net income $ 19,500.00 
10% of adjusted declared value as of J u l y 31, 
1936 ($131,000.00) 13,100,00 
Balance subject to excess-profits tax $ 6,400.00 
Tax at 6$ on $6,400.00 (amount i n excess of 
10% and not i n excess of 15% of adjusted 
declared value of $131,000.00) $ 384.00 
Tax at 12% on remainder None 
To t a l tax $ 384.00 
Determination of o r i g i n a l declared value: 
From the foregoing explanations and i l l u s t r a t i o n s , i t i s 
apparent that the important problem i n f i x i n g an o r i g i n a l declared 
value for the c a p i t a l stock of a corporation resolves i t s e l f i n t o 
one of determining such value as w i l l be high enough to avoid 
l i a b i l i t y for the excess-profits tax for future years. In t h i s 
connection, i t w i l l be necessary f or the corporation's o f f i c e r s to 
consider the follo w i n g f a c t o r s : 
(1) What the corporation's annual earnings are l i k e l y to 
be i n the current and subsequent years (since no 
excess - p r o f i t s tax w i l l be imposed i f the adjusted 
declared value i s at l e a s t ten times the net 
income subject to such tax). 
(2) The e f f e c t of the adjustments required by Section 105 
i n determining the adjusted declared value for 
future years, with s p e c i a l consideration for the 
foll o w i n g p o s s i b i l i t i e s : 
(a) A large taxable l o s s for any one year would 
gr e a t l y reduce and likewise a large taxable 
income would gr e a t l y increase the adjusted 
declared value for future years. 
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(b) The adjusted declared value for future years 
w i l l tend to be i n f l a t e d by a l l unallowable 
deductions as explained above, so, i f i t i s 
believed that these items w i l l be r e l a t i v e l y 
large, then serious consideration should be 
given to the e f f e c t of t h i s f a c t o r . 
(c) I f increase or decrease of c a p i t a l stock i s 
contemplated, the e f f e c t of such adjustment 
should be taken i n t o account. 
(3) The f a c t that an abnormally large income for any one 
year w i l l r e s u l t i n a large excess-prdfits tax 
l i a b i l i t y f o r that year. 
I t should be pointed out that a corporation should be 
rather o p t i m i s t i c i n f i x i n g the value of i t s c a p i t a l stock for 
c a p i t a l stock tax purposes, since the excess-profits tax i s 
r e l a t i v e l y more burdensome than the c a p i t a l stock tax. Every 
$1,000.00 added to the declared value w i l l cost $1.00 per year i n 
c a p i t a l stock tax, but w i l l save $6.00 i n excess-profits tax i n 
any year when the net income would otherwise exceed the 10% excess-
p r o f i t s tax exemption. The saving w i l l be considerably greater 
where the declared value i s so g r o s s l y understated as to make the 
12% rate of excess-profits tax a p p l i c a b l e . On the other hand, an 
overstated o r i g i n a l declared value r e s u l t s i n an annual tax of 
$1.00 for each $1,000.00 of overstatement, whereas the excess-: 
p r o f i t s tax w i l l apply only to such years as there i s income i n 
excess of 10% of the declared value. 
These comments upon the r e l a t i v e burdensomeness of the 
c a p i t a l stock tax and the excess-profits tax are based upon the 
present rates of these respective taxes. Corporate o f f i c i a l s , 
when f i x i n g the values of c a p i t a l stock for c a p i t a l stock tax 
purposes, must bear i n mind the p o s s i b i l i t y of an increase i n the 
future i n the rate of c a p i t a l stock tax, (without a new declared 
value) and should temper t h e i r optimism accordingly. 
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Returns to be f i l e d i n t r i p l i c a t e : 
A r t i c l e 32 of Regulations 64 (1936 edition) prescribes 
that returns are to be f i l e d i n t r i p l i c a t e . Formerly, they were 
f i l e d i n duplicate. We are informed by the C o l l e c t o r of I n t e r n a l 
Revenue that each copy of the return, as w e l l as any separate 
statement submitted therewith, must be v e r i f i e d under oath or 
a f f i r m a t i o n by at l e a s t one of the responsible o f f i c e r s of the 
corporation, and preferably by the president and the t r e a s u r e r , 
Deduction of c a p i t a l stock tax for year 
ended June 30, 1936 for f e d e r a l income 
tax purposes: 
Although, as indicated above, the c a p i t a l stock tax for 
the year ended June 30, 1936, accrued on J u l y 1, 1935, i t was not 
known u n t i l June, 1936, that the rate of tax would Be $1.00 instead 
of $1.40. Consequently, a deduction has been claimed i n income 
tax returns for the year which included J u l y 1, 1935, of an 
estimated c a p i t a l stock tax based on the $1.40 rate. 
Under the p r i n c i p l e that each year stands by i t s e l f , the 
reduction i n tax rate should not a f f e c t the deduction of the 
accrual for f i s c a l years ended on or p r i o r to May 31, 1936 (since 
the rate was not reduced u n t i l June 22, 1936). I f the Bureau 
adopts t h i s theory (as i t did with respect to the 1934 c a p i t a l 
stock tax), then the excess accrual deducted i n the return which 
contained J u l y 1, 1935, would constitute taxable income for the 
subsequent taxable year. 
On the other hand, i t i s quite probable that the Bureau 
w i l l take a p r a c t i c a l view of t h i s matter, e s p e c i a l l y since the 
deduction was, i n most cases, based on an estimated o r i g i n a l 
declared value which might d i f f e r m a t e r i a l l y from the amount 
a c t u a l l y declared, and disallow the deduction i n excess of the tax 
a c t u a l l y paid i n 1936. 
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Extensions of time: 
The Act authorizes the Commissioner to extend the time for 
f i l i n g returns and paying taxes, subject to the l i m i t a t i o n that no 
such extension s h a l l be for more than 60 days, Pursuant thereto, 
the respective c o l l e c t o r s of i n t e r n a l revenue are authorized to 
grant extensions of time for f i l i n g c a p i t a l stock tax returns and 
for payment of such taxes only: (1) upon a w r i t t e n a p p l i c a t i o n under 
oath f i l e d on or before the statutory due date of the return and 
showing reasonable cause for the extension; (2) for such reasonable 
period as may be required by the circumstances, not to extend i n 
any case beyond the 29th day of September next following the close 
of the taxable year; (3) with the provision that i n t e r e s t at the 
rate of 6 per cent per annum s h a l l be paid upon the tax from the 
statutory due date (July 31st) to the date of payment of the tax:* 
and (4) i n accordance with such procedure as may be prescribed from 
time to time by the Commissioner. The determination whether an 
a p p l i c a t i o n presents reasonable cause for an extension depends upon 
the p a r t i c u l a r circumstances of each case. O r d i n a r i l y , a showing 
of sickness or absence of the o f f i c e r s charged with the responsi-
b i l i t y of making the return, or of other circumstances beyond the 
control of the corporation which prevent the f i l i n g of a proper 
return within the time required by law, constitutes reasonable 
cause warranting an extension. Accordingly, a corporation 
d e s i r i n g an extension of time for f i l i n g i t s c a p i t a l stock tax 
return and paying the tax must f i l e with the c o l l e c t o r on or before 
the statutory due date of the return an a p p l i c a t i o n under oath 
s e t t i n g f o r t h the reasons n e c e s s i t a t i n g an extension and s t a t i n g 
the time for which the extension i s requested. In every case i n 
which an extension i s allowed, a copy of the c o l l e c t o r ' s l e t t e r 
granting the extension s h a l l be attached to the return when f i l e d . 
J u l y 14, 1936. 
